Partnerships under the Internal Revenue Code of 1954 by Whitehead, Charles N.
University of Mississippi
eGrove
Haskins and Sells Publications Deloitte Collection
1955
Partnerships under the Internal Revenue Code of
1954
Charles N. Whitehead
Follow this and additional works at: https://egrove.olemiss.edu/dl_hs
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for inclusion in Haskins and Sells
Publications by an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.
Recommended Citation
Haskins & Sells Selected Papers, 1955, p. 432-440
Partnerships Under the 
Internal Revenue Code of 1954 
B Y CHARLES N . WHITEHEAD 
PARTNER, SAN FRANCISCO OFFICE 
Presented at the Third Northwest Graduate Accounting Study Conference of the 
Washington Society of Certified Public Accountants, Seattle — October, 1955 
I have been a sked to speak to you on the subject of " P a r t n e r s h i p s 
under the In t e rna l Revenue Code of 1954". In the t i m e a l l o t t ed i t i s 
apparent that I w i l l be unable to do m o r e than ske t ch the new s ta tu tory 
p r o v i s i o n s and point out some of the p r o b l e m s w h i c h w i l l o c c u r , p a r t i c -
u l a r l y some w h i c h m a y cause p r o b l e m s i n account ing i f the f i r m ' s 
books a re kept on a tax b a s i s . 
M o s t of you r e a l i z e that the tax l a w app l i cab le to p a r t n e r s h i p s 
under the 1939 Code was incomple te and e x t r e m e l y ske tchy. The s ta tu-
t o r y p r o v i s i o n s we re supplemented by r u l i n g s and cour t d e c i s i o n s and 
the l a w app l i cab le to p a r t n e r s h i p t r an sac t i ons was found m o r e often i n 
dec i s ions and regu la t ions than i n the l aw. Unfor tunate ly , the d e c i s i o n s 
themse lves s o m e t i m e s w e r e i n conf l i c t and many t i m e s we re not c l e a r . 
F o r many y e a r s the whole ques t ion of tax l i a b i l i t y a r i s i n g f r o m p a r t -
ne r sh ip t r ansac t ions was fraught wi th uncer ta in ty . 
The new Code (1) seeks to change a l l t h i s and p r e s c r i b e a m o r e 
de ta i l ed and bet ter a r t i c u l a t e d set of p r o v i s i o n s w h i c h a re des igned to 
cove r the c o m m o n and many unusual t r a n s a c t i o n s of p a r t n e r s h i p s . 
Tenta t ive r egu la t ions have been i s s u e d , w h i c h c l a r i f y some of the 
points , but there a r e many phases of the new l a w w h i c h a r e as doubtful 
as some of those under the o l d l aw, and i n add i t ion , someth ing new has 
been added. In p a r t i c u l a r , the new p r o v i s i o n s p e r m i t the e x e r c i s e of 
numerous e l ec t ions p a r t i c u l a r l y as to b a s i s of p a r t n e r s h i p i n t e r e s t s and 
asse ts , and the e x e r c i s e of such e l ec t ions i s l i k e l y to cause c o n s i d e r -
able confusion and uncer ta in ty . Fo r tuna t e ly , the tenta t ive r egu la t ions 
a re w e l l i l l u s t r a t e d and a good job has been done i n t r a n s l a t i n g the ab -
s t r ac t code p r o v i s i o n s to unders tandable i n t e rp re t a t i ons . 
The new Code cont inues the t rea tment of p a r t n e r s h i p as a non-
taxpaying enti ty w h i c h f i l e s a r e t u r n of i n f o r m a t i o n on ly . (2) T h e p a r t -
ne r s , as i n the past , m u s t r epo r t t h e i r d i s t r i b u t i v e s h a r e s of i n c o m e . 
The conduit p r i n c i p l e i s appl ied , as i n the past , but i s extended to d i v i -
dends r e c e i v e d fo r pu rposes of the d i v i d e n d r e c e i v e d c r ed i t , and a l s o 
to the fo r e ign tax c red i t . ( 3 ) The new law p r e s c r i b e s that the e l ec t ions 
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as to account ing methods mus t be made by the p a r t n e r s h i p as such, 
except fo r f o r e ign tax c r ed i t , thus cod i fy ing cour t d e c i s i o n s to that 
effect under the 1939 Code. (4) F a m i l y p a r t n e r s h i p s a r e t rea ted sub-
s t an t i a l l y i n the same manner as under the 1939 Code. (5) The new 
regula t ions on f a m i l y p a r t n e r s h i p s a r e exce l l en t and shou ld g ive mos t 
of the a n s w e r s to doubtful po in t s . 
P r o b a b l y the outstanding undes i r ab le change f r o m the point of 
v i e w of accountants i s the l i m i t a t i o n on the adopt ion of a taxable year 
other than a c a l e n d a r y e a r . (6) T h i s p r o v i s i o n was des igned to prevent 
the f o r m a t i o n of f i s c a l y e a r p a r t n e r s h i p s w h i c h had the effect of defe r -
r i n g the r e p o r t i n g of p a r t n e r s h i p i n c o m e f o r an en t i re yea r i n some 
cases and i n that r e spec t i t i s l i k e l y to be effect ive. It i s a p r o v i s i o n , 
however , w h i c h i n c r e a s e s the concen t ra t ion of tax r e t u r n p r epa ra t i on at 
the end of the yea r , and as such makes the accountant ' s p r o b l e m much 
m o r e d i f f i cu l t . Abou t the on ly way out under the statute i s p e r m i s s i o n 
of the S e c r e t a r y (7) o r the s imul taneous adopt ion by a l l p r i n c i p a l p a r t -
n e r s of the f i s c a l yea r adopted by the p a r t n e r s h i p f o r t h e i r i n d i v i d u a l 
r e tu rns . ( 8 ) (A p r i n c i p a l p a r t n e r i s one ho ld ing an i n t e r e s t of 5% o r 
more . ) ( 9 ) We have found that i f the m a j o r p a r t n e r s a re w i l l i n g to 
change t h e i r own y e a r s to a f i s c a l yea r , the T r e a s u r y w i l l a l l o w a 
change to a f i s c a l y e a r . O t h e r w i s e , a s t rong showing w i l l be r e q u i r e d 
to obta in the d e s i r e d p e r m i s s i o n al though the Regula t ions indica te that 
app rova l should be g iven to change to a "na tu ra l bus ines s y e a r " . What 
happens i f a p r i n c i p a l p a r t n e r i s a l so a p r i n c i p a l pa r tne r of o ther p a r t -
n e r s h i p s under these c i r c u m s t a n c e s c r ea t e s an i n t e r e s t i ng p r o b l e m . 
Under the new Code, the p a r t n e r s h i p agreement takes on added 
impor tance . ( 1 0 ) D i s t r i b u t i v e s h a r e s of i n c o m e o r l o s s a r e computed 
i n acco rdance wi th the p r o v i s i o n s of the p a r t n e r s h i p agreement , and 
i n many respec t s the tax l i a b i l i t i e s of the p a r t n e r s w i l l be v a r i e d de-
pending upon the content of the agreement . Subject to u n r e a l i s t i c a d -
jus tments which r e s u l t i n tax avoidance (11) any change i n a p a r t n e r s h i p 
agreement p r i o r to the f i l i n g of the r e t u r n can be effective fo r the p r e -
ced ing yea r . The p a r t n e r s h i p agreement w i l l p rov ide fo r the d i s t r i b u -
t ion of income and can p r o v i d e fo r d i s t r i b u t i o n of s p e c i a l types of i n -
come to the s e v e r a l p a r t n e r s ( 1 2 ) It can a l s o affect the a l l o c a t i o n of 
deduct ions, p a r t i c u l a r l y wi th r e spec t to dep rec i a t i on and deple t ion on 
p r o p e r t y cont r ibu ted i n k i n d to a p a r t n e r s h i p by a p a r t n e r where the tax 
b a s i s of the p r o p e r t y d i f fe red f r o m i t s va lue at the date of t r an s f e r (13) 
Changes of p a r t n e r s h i p agreement after the c lose of the yea r , but b e -
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fore the f i l i n g of the r e t u r n m a y v e r y w e l l o c c a s i o n s e r i o u s account ing 
p r o b l e m s i n connect ion wi th audi t s o r o ther s i m i l a r engagements . ( 13a)Another p r o v i s i o n w h i c h may o c c a s i o n d i f f i c u l t y i s the s ec t i on 
w h i c h p reven ts the deduct ion by a p a r t n e r of a d i s t r i b u t i v e sha re of 
p a r t n e r s h i p l o s s i n e x c e s s of the b a s i s of h i s p a r t n e r s h i p i n t e r est. 
T h i s p r o v i s i o n p e r m i t s the deduct ion of the l o s s at a l a t e r t i m e p r o v i d -
ing that the l o s s i s made up by con t r ibu t ions of the p a r t n e r o r by sub-
sequent p ro f i t s . In some s o r t s of p a r t n e r s h i p s , such as o i l d r i l l i n g 
p a r t n e r s h i p s w h i c h e lec t to charge off in tangib le d r i l l i n g cos ts , de f ic i t s 
i n p a r t n e r s h i p cap i t a l accounts a re not u n c o m m o n and p r o b l e m s w i l l 
r e su l t f r o m the d i s a l l owance of l o s s e s and the r e l a t e d c a r r y o v e r p r o -
v i s i o n s p e r m i t t e d to obta in the benefit of the l o s s e s when p a i d o r e a r n e d 
o r r e c o v e r e d . A g a i n accoun t ing d i f f i c u l t i e s m a y be encountered i f the 
p a r t n e r s h i p at tempts to r e f l ec t tax l a w p r o v i s i o n s on i t s books . 
The Code now has de ta i l ed p r o v i s i o n s w i t h r e spec t to t r ansac t i ons 
between a pa r tne r and a p a r t n e r s h i p . (15) Under the new Code a p a r t n e r 
dea ls wi th a p a r t n e r s h i p without r e g a r d to h i s s tatus as a pa r tne r so 
that ga ins and l o s s e s a r e r e c o g n i z e d on h i s t r ansac t ions . T h i s , how-
ever , i s l i m i t e d by d i s a l l owance of l o s s e s between a p a r t n e r and the 
f i r m i n a t r a n s a c t i o n between h i m and the p a r t n e r s h i p i f he has an i n -
t e res t of 50% o r more . ( 1 6 ) 
M o r e o v e r , on c e r t a i n s a l e s of dep rec i ab l e p r o p e r t y between a 
pa r tne r sh ip and a p a r t n e r owning m o r e than 80% of the p a r t n e r s h i p the 
gain w i l l be t r ea ted as o r d i n a r y i n c o m e (17) O w n e r s h i p of a p a r t n e r -
sh ip i n t e r e s t w i l l be d e t e r m i n e d by app ly ing cons t ruc t ive owner sh ip 
p r o v i s i o n s of Sec t ion 267(c) (18) 
Spec i f i c p r o v i s i o n s have been adopted i n connec t ion wi th the t e r -
m i n a t i o n o r cont inuat ion of p a r t n e r s h i p s where changes r e s u l t f r o m 
death, r e t i r emen t , o r the entrance of a new pa r tne r . (19) G e n e r a l l y 
speaking , i f a pa r tne r d i e s o r r e t i r e s o r a new p a r t n e r en ters the f i r m , 
and the p a r t n e r s h i p bus iness cont inues there i s no change i n the p a r t -
n e r s h i p as such fo r tax pu rposes . In the event of comple te r e t i r e m e n t 
o r death of a pa r tne r , the p a r t n e r s h i p t e r m i n a t e s as to that p a r t n e r at 
the date of death o r r e t i r e m e n t , but for the r e m a i n d e r of the p a r t n e r s 
i t cont inues un t i l the c l o s e of i t s taxable y e a r . (20) The income to the 
decedent p a r t n e r i s a l l taxable to h i s estate, no pa r t of i t i s taxable i n 
his shor t p e r i o d r e t u r n up to the date of death o r w i t h d r a w a l . T h i s i s 
i n accordance wi th a n u m b e r of ca ses under the '39 Code. (21) In the 
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event of purchase of a l l o ther i n t e r e s t s by one pa r tne r , the p a r t n e r s h i p 
t e r m i n a t e s . 
The new statute now defines the b a s i s of a p a r t n e r ' s p a r t n e r s h i p 
i n t e r e s t . (22) T h i s i s e n t i r e l y new and the computa t ion i s much the 
same as was the p r a c t i c e under the '39 Code except that i n c r e a s e s i n 
p a r t n e r s h i p debt r e s u l t i n i n c r e a s e s i n the b a s i s of a p a r t n e r s h i p i n -
t e r e s t and reduc t ions i n p a r t n e r s h i p debt r educe the b a s i s of the i n t e r -
es t s (23). In v i r t u a l l y a l l p a r t s of the new l aw, a change i n p a r t n e r s h i p 
debt i s t r ea ted as i f the s e v e r a l p a r t n e r s e i t he r con t r ibu ted add i t iona l 
a s se t s o r r e c e i v e d as se t s f r o m the p a r t n e r s h i p depending upon whether 
debt i n c r e a s e d o r dec reased . 
A p a r t n e r s h i p i n t e r e s t under the new Code i s a cap i t a l a s se t and 
ga in o r l o s s a r i s i n g f r o m the sa l e of a p a r t n e r s h i p i n t e r e s t r e s u l t s i n a 
c a p i t a l ga in o r l o s s except as to c e r t a i n types of p a r t n e r s h i p s and p a r t -
n e r s h i p a s se t s (24) In an effort to p reven t tax avoidance i n t r ea t ing the 
sa le of p a r t n e r s h i p i n t e r e s t s as cap i t a l ga in t r ansac t ions the p r i n c i p l e 
of c o l l a p s i b l e c o r p o r a t i o n s has been extended to p a r t n e r s h i p s . In cases 
of p a r t n e r s h i p s w i t h unrepor ted o r d i n a r y i n c o m e the new Code p r o v i d e s 
e labora te r u l e s under w h i c h d i s t r i bu t i ons f r o m o r s a l e s of a p a r t n e r -
sh ip in t e re s t i n such a p a r t n e r s h i p w i l l r e s u l t i n o r d i n a r y income to the 
s e l l i n g o r d i s t r i b u t i n g p a r t n e r (25) The p r o v i s i o n s des igned to a c c o m -
p l i s h t h i s purpose , that i s , to p revent the c o n v e r s i o n of o r d i n a r y income 
r e c e i v a b l e by a p a r t n e r s h i p into cap i t a l ga in by the d i s t r i b u t i o n o r sa le 
of a p a r t n e r s h i p i n t e r e s t a re c o m p l i c a t e d , but they amount to a r e q u i r e -
ment that the o r d i n a r y income p o r t i o n of the d i s t r i b u t i o n o r sa l e p r i c e 
be r e p o r t e d as o r d i n a r y income by the r e c e i v i n g o r s e l l i n g pa r t ne r . 
The types of i t e m s w h i c h a re c o v e r e d by th i s s ec t ion a r e u n r e a l i z e d r e -
ce ivab l e s and subs tan t i a l ly app rec i a t ed inven to ry i t e m s . Fo r tuna te ly , 
de ta i l ed i n s t r u c t i o n s fo r the app l i ca t i on of these sec t ions a re contained 
i n new Regu la t i ons ; but i t i s p robab le that p r o b l e m s w i l l a r i s e w h i c h 
w i l l be d i f f i cu l t even w i t h the a i d of Regula t ions . These p r o v i s i o n s w i l l 
r e q u i r e a grea t dea l of account ing w o r k and many va lua t ion p r o b l e m s 
w i l l o c c u r . The cu re fo r the e v i l m a y be found w o r s e than the d i sease . 
M o r e de ta i l ed r u l e s a re l a i d down i n the new statute wi th r e f e r -
ence to con t r ibu t ion of asse t s i n k i n d to a p a r t n e r s h i p (26) The 1939 
Code, Sec t ion 113(a) 13, conta ined a gene ra l s ta tement that the b a s i s of 
a p r o p e r t y i n the hands of a con t r ibu t ing pa r tne r became the b a s i s to 
the p a r t n e r s h i p . The new Code i s much m o r e e x p l i c i t . It s tates f i r s t 
that ne i the r the con t r ibu t ing p a r t n e r nor the p a r t n e r s h i p r e a l i z e s ga in 
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o r l o s s as a r e s u l t of a con t r ibu t ion of an asse t i n k i n d ; secondly that 
the b a s i s of the con t r ibu t ing p a r t n e r ' s p a r t n e r s h i p i n t e r e s t i s the b a s i s 
of the a s se t s con t r ibu ted ; and, t h i r d that the b a s i s of such an asse t i n 
the hands of the p a r t n e r s h i p i s the same as i n the hands of the pa r tne r . 
Under the o l d Code, a ques t ion a ro se as to the a l l o c a t i o n of dep rec i a t i on 
where the tax b a s i s and the value of con t r ibu ted p r o p e r t y we re d i f f e r -
ent. The new Code p r o v i d e s g e n e r a l l y fo r the app l i ca t i on of the p ro f i t 
and l o s s r a t i o s of the p a r t n e r s h i p agreement to such dep rec i a t i on and 
gain o r l o s s . It a l so m a k e s i t c l e a r that i f the p a r t n e r s h i p agreement 
a l loca te s dep rec i a t i on and ga in o r l o s s on such con t r ibu ted a s se t s i n a 
manner different f r o m that of o ther i ncome the p a r t n e r s h i p ag reemen t ' s 
t e r m s w i l l c o n t r o l for tax pu rposes . A g a i n the new Regula t ions give 
helpful examples . 
D i s t r i b u t i o n s of p a r t n e r s h i p s l i k e w i s e a r e t r ea ted i n much 
g rea t e r de ta i l than i n the '39 Code . (27) D i s t r i b u t i o n s of c a s h apply 
against the b a s i s of the p a r t n e r s h i p i n t e r e s t and to the extent of the 
excess may r e s u l t i n c ap i t a l ga ins o r l o s s e s . If a p a r t n e r s h i p i s l i q u i -
dated and only c a s h i s d i s t r i b u t e d and a l o s s i s sus t a ined the l o s s i s a 
c ap i t a l l o s s to the p a r t n e r invo lved . ( 2 8 ) Where d i s t r i b u t i o n s of a s se t s 
other than cash a re made by a p a r t n e r s h i p e i the r to a s ing le pa r tne r o r 
to a l l p a r t n e r s i n v a r y i n g p r o p o r t i o n s , the p r o b l e m becomes m o r e c o m -
p l i ca t ed . The cash d i s t r i b u t i o n s a re f i r s t offset agains t the b a s i s of the 
p a r t n e r s h i p in te res t . T h e n the p a r t n e r s h i p ' s b a s i s fo r u n r e a l i z e d r e -
ce ivab les and app rec i a t ed inven to ry i s offset agains t the b a s i s of the 
pa r t ne r sh ip i n t e r e s t at the tax b a s i s i n the hands of the pa r tne r sh ip . 
The balance of the b a s i s of a p a r t n e r ' s p a r t n e r s h i p i n t e r e s t then i s 
a l l oca t ed o v e r the other a s se t s r e c e i v e d i n p r o p o r t i o n to the p a r t n e r -
s h i p ' s b a s i s p r o v i d i n g that the d i s t r i b u t i o n i s one w h i c h c o m p l e t e l y 
l iqu ida tes the p a r t n e r ' s in te res t . (29) If i t i s m e r e l y a d i s t r i b u t i o n of an 
asset i n k i n d and the p a r t n e r r e m a i n s a m e m b e r of the p a r t n e r s h i p then 
the b a s i s of the d i s t r i b u t e d p r o p e r t y to the d i s t r ibu tee i s the same as 
the b a s i s i n the hands of the p a r t n e r s h i p . (30) T h i s new t rea tment of 
pa r t ne r sh ip d i s t r i b u t i o n s i n k i n d c l e a r s up an ambigu i ty w h i c h made the 
l a t t e r po r t i on of Sec t ion 113(a) 13 of the 1939 Code a l m o s t unworkable . 
In addi t ion to the gene ra l p r o v i s i o n s c o v e r i n g i n c o m e , p a r t n e r s h i p 
cont r ibu t ions and d i s t r i bu t ions , and bas i s , two new types of elec-tions a re in t roduced into the 1954 Code. (31) Bo th a re e lec t ions r e l a t i n g 
to the b a s i s of pa r t ne r sh ip p r o p e r t y and a re des igned to p e r m i t 
the use by the p a r t n e r s h i p of a h igher base fo r c e r t a i n asse ts i f so 
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elected. Both e l ec t ions mus t be made i f e i t h e r i s to be adopted and 
when made the e l ec t i on b inds the pa r tne r sh ip . (Sec. 754). 
One of the e l ec t ions (Sec. 734) p e r m i t s the pa r t ne r sh ip use of an 
unused b a s i s a r i s i n g f r o m d i s t r i bu t i ons of asse t s i n k i n d . If the p a r t -
ne r sh ip e l ec t s , such unused b a s i s can be added to and be used as a pa r t 
of the b a s i s of the p a r t n e r s h i p asse t s . The use of th i s e lec t ion a l so 
may r e s u l t i n a b a s i s reduc t ion . The r e l a t ed e l ec t ion (Sec. 743) would 
p e r m i t the i n c r e a s e of the b a s i s of p a r t n e r s h i p asse t s where a p a r t n e r -
sh ip i n t e r e s t i s t r a n s f e r r e d and a c q u i r e d e i the r by the r e m a i n i n g p a r t -
ne r s o r by a new p a r t n e r at a h igher cos t than the a l l ocab l e p o r t i o n of 
the tax b a s i s of asse t s of the p a r t n e r s h i p . The s i tua t ion c o v e r e d by th is 
e l ec t ion o c c u r s f requent ly i n pu rchase s of p a r t n e r s h i p in te res t s f r o m 
estates o r on t r ansac t ions between p a r t n e r s . It has been the ru l e con -
s i s t en t ly (and the new Code fo l lows th i s rule) that the death of a pa r tne r 
fo l lowed by the a c q u i s i t i o n of h i s in te res t i n the p a r t n e r s h i p by a new 
pa r tne r o r the r e m a i n i n g p a r t n e r s o r the sa le of a p a r t n e r s h i p in te res t 
has no effect upon the p a r t n e r s h i p b a s i s of the p a r t n e r s h i p asse t s even 
though the cost to the p a r t n e r s of the a c q u i r e d p a r t n e r s h i p in te res t may 
be m a t e r i a l l y i n exces s of the tax cos t of the p a r t n e r s h i p asse t s . (32) 
T h i s new p r o v i s i o n (Sec. 743) i s an at tempt to p e r m i t an equitable a d -
jus tment of the p a r t n e r s h i p ' s b a s i s , but once e lec ted i t mus t be c o n -
t inued i n s i m i l a r s i tua t ions so that i t cou ld be a two-edged s w o r d . It 
app l ies on ly to the t rans fe ree pa r tne r , but oddly enough i t must be made 
by the pa r tne r sh ip . (33) Whether e i the r of these e lec t ions w i l l come into 
c o m m o n use i s open to s e r i o u s ques t ion because of the compl i ca t i ons 
i n v o l v e d and the nature of the e l ec t ion i t se l f . In c e r t a i n cases , how-
ever , i t w i l l be advantageous and may be a sou rce of cons ide rab le dif-
f i cu l ty i n connect ion w i t h the account ing fo r the pa r t ne r sh ip invo lved . 
The Regula t ions conta in numerous examples to i l l u s t r a t e the computa-
t ions r e q u i r e d by the adopt ion of these e lec t ions . 
The t rea tment of l i a b i l i t i e s of a p a r t n e r s h i p has been r e f e r r e d to 
above and i t , i n the new t reatment , w i l l c e r t a i n l y create p r o b l e m s in 
spec i f i c ins tances . (34) A s p r e v i o u s l y stated, the i nc r ea se i n pa r tne r -
sh ip l i a b i l i t i e s i s c o n s i d e r e d a con t r ibu t ion ra t ab ly by the p a r t n e r s and 
a decrease i s c o n s i d e r e d as a d i s t r i b u t i o n to the p a r t n e r s . T h i s , i n 
o r d i n a r y cases i s s i m p l e , but p r o b l e m s w i l l a r i s e i n connect ion wi th 
cont r ibu t ions of encumbered asse t s to a p a r t n e r s h i p where other pa r t -
n e r s contr ibute cash o r unencumbered a s se t s . T h i s i s t rue p a r t i c u l a r l y 
i n connect ion wi th cont r ibu t ions of asse t s where the tax b a s i s d i f fe rs 
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f r o m the f a i r m a r k e t va lue at the date of con t r ibu t ion . Strange r e s u l t s 
f o l l o w on both the books of the p a r t n e r s h i p (if ma in t a ined on a tax bas is) 
and the computa t ion of the p a r t n e r ' s b a s i s for h i s p a r t n e r s h i p in te res t . 
I th ink you w i l l f ind that the i l l u s t r a t i o n i n the C o n g r e s s i o n a l R e -
p o r t s (35) i f fo l lowed through on T accounts on an account ing b a s i s , w i l l 
cause mos t aud i to r s to r a i s e t h e i r eyebrows and wonder how i t can be. 
The fo rego ing i s a b r i e f s u m m a r y of the changes and of the new 
s t ruc tu re of p a r t n e r s h i p tax l aw under the '54 Code . It i s an at tempt to 
enact a l o g i c a l and c o m p r e h e n s i v e pa t te rn fo r the taxa t ion of such o r -
gan iza t ions i n w h i c h the aggregate and enti ty t h e o r i e s a re b lended so as 
to do subs tan t i a l equity to a l l types of f i r m s . S i m p l e p a r t n e r s h i p t r a n s -
ac t ions should meet w i t h l i t t l e d i f f i cu l ty , but I a m a f r a i d that c o m p l i -
cated t r ansac t ions and t r ansac t ions i n v o l v i n g debt man ipu la t ions and 
d i s t r i bu t i ons w i l l cause cons ide rab l e account ing t roub le i f an at tempt i s 
made to keep the r e c o r d s of the p a r t n e r s h i p on a tax b a s i s . If the p a r t -
ne r sh ip r e c o r d s a re not kept on a tax b a s i s then supp lemen ta ry w o r k i n g 
pape r s w i l l be r e q u i r e d i n o r d e r to r e c o n c i l e the tax b a s i s wi th the book 
b a s i s . T h i s a lways c r ea t e s a p r o b l e m , but i n the a p p l i c a t i o n of the new 
Code i t i s m y fee l ing that the account ing w o r k i n connect ion w i t h the 
b a s i s of p a r t n e r s h i p a s se t s and the b a s i s of a p a r t n e r ' s p a r t n e r s h i p 
in t e re s t w i l l be a l m o s t n e c e s s a r y whereas i n p r i o r y e a r s the b a s i s of a 
p a r t n e r s h i p in t e re s t was d e t e r m i n e d on ly when r e q u i r e d and i t s de ter -
mina t ion was r e l a t i v e l y s i m p l e . 
So f a r I have t a lked and a s s u m e d that you knew what a p a r t n e r s h i p 
was . Fo r tuna te ly , the def in i t ion of a p a r t n e r s h i p i n the 1939 Code has 
not been changed m a t e r i a l l y . (36) T h e r e i s s t i l l the p r o b l e m of whether 
the p a r t n e r s h i p i s a bona fide p a r t n e r s h i p o r an a s s o c i a t i o n , but a new 
element has been added. Under another s ec t i on of the new Code, (Sec. 
1361) a p a r t n e r s h i p may e lec t to be taxed as a c o r p o r a t i o n and i f so for 
mos t purposes i t w i l l be t r ea ted as i f i t we re a c o r p o r a t i o n . I do not 
intend to r e v i e w the c h a r a c t e r i s t i c s o r r e q u i r e m e n t s fo r such an e l e c -
t ion o r the mechan i c s of the ope ra t ion of a p a r t n e r s h i p w h i c h has made 
th is e l ec t i on ; i t i s enough to say that accountants m a y have grea t d i f -
f i cu l ty i n adjust ing t he i r p a r t n e r s h i p account ing techniques to a p a r t -
ne r sh ip wh ich e l ec t s to be taxed as a c o r p o r a t i o n . 
I r ecogn ize that the foregoing has been l i t t l e m o r e than an out l ine 
of the many changes made i n the taxat ion of p a r t n e r s h i p s by the new 
Code. I have a t tempted to point out po r t ions of the new r u l e s w h i c h may 
r e su l t i n account ing d i f f i c u l t i e s without p r o v i d i n g the a n s w e r s . E x p e -
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r i e n c e wi th the p r o v i s i o n s and help f r o m Regu la t ions and r u l i n g s w i l l be 
needed to so lve many of the p r o b l e m s . Abou t the t i m e we think we have 
the a n s w e r s , at l e a s t i n par t , the l aw w i l l be changed o r cour t dec i s i ons 
w i l l show us how wrong were o u r so lu t ions , and then, l i k e s q u i r r e l s i n 
cages , we w i l l go round and round again i n what s o m e t i m e s s eems a 
fut i le effort to keep up w i t h p r o g r e s s . 
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